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SECURITY INFORMATION

THE GURh. %7 SITUATION AND PROBABLE DEVELORMENTS TN FASTERN GERMANY
TRHEAcUCH 1952

1. Introduc Hon.

Industrializetion, including efficiency of menagement and of the labor
' force, has advenced further in Fest Cormeny then in any of the other Soviet
Satellites, The Soriet Jona of Cermany ig, however, deficisnt to a grect
cxtond 1o the raw and semiprocessod materizls required for industry, Among
these are bitumincus coal (especially coking coal), coke, high-grade iron
oro, iron and stecl, mangansse, nonferrous metals, and soms chemicals, for
which commodities East Cermany is heavily dependent on the USSR and the rest of
the Soviet Rloe, a8 well as on West Germany. Morector, aliucugh Fast
Qermany 18 slmost zelfezufficlent in foodstuffs, 1t depeunds upon the USSR
and ths Satellite eomtvies for zoms sgricvitural producte, including meab,
fats, cotion, and wol. It has recently regained gelf-sufficlency in grain
production, although some grain i1s stlll imported for stockpiling, Some
eugax' 1s exported, Medl production is oxpected to resch prawar levels by
1953. . -

Fast Coraany's integration into the Soviet Bles is viritually complote.
Delivaries %o the Hloc, mainly to the USSR, include synthetic fuels,
special equipment and mschinery, optical zad procision instruments, potash,
cemsnt, and porcelain ware, Dsspile extengive dlemantling of fectories and
squipment, East Gernan ‘industry has considerable sirategle importance, and
thers 1g considsrable ¢yidonce that its armament and sunltion planis
renufacture equipment, particuwlarly pares; for shipment to the USSR, Awang
the major end items especially useful for the Soviel military forces are
motor vehicles, optical instruments, explosives, and syatheilc fusls,

East Gernany’'s foreizn trade is very largsly orientad o the Bleg,
While the volums of itz oxports is small es compaved with Sovish lndustrial
output, these exports constitute & valuable contribulion to the totcol
Soviet Floc ecomomy, pactisularly tecauss many of ths producte represent
special gkills in the figlds of cremicals, optical and proeelsion
instruments; end special machinery, Of particular slgniflcence is the
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East German oubput of uranium ores and concentrates, which reprasent about
L% percont of the total urariwm available to ths USSR for 1tz atomic

PEOgTER,
3, - Eeoncmis Resources anc Production Capgbilities,

The iron and ateel industyy of East Germany producad 875,000 metric
tens of etgel in 1950, or spproximatoly half of donestie reguirements.
The industry dopends on imports for all necessary raw materisls emcopt
silicon and the fluxing agsnts, East Germany 13 particularly short of
the scrap required for the production of raw sleel, although plans are
veder way at presant to arypand pig ivon production o slleviste the shoriage
of ger&p. Hewaver, in view of Rest Cormany's great depandence on the Bios
countrics for raw materials for this industry zad the limited assistence
from theto sources in the past, thess plans may not bs implementad.

The output of nonferrous netals in Fast Gerneny io insufficient to moot
demestle requivements, and the doficite must bs met by imporis fron both
the Bloc and cutside sources, In this raspsct, Fast Cermany 18 a Hability
to the Hlos, Copper output in 1950 is estimated at 35,000 metric iona,
or about two-thivds of domestic nesds, Production 18 expected to lncrelds
about 10 percent in 1952. No primary zinec is producsd, and lsad producilon
15 not expected to excesd 20,000 metric tons by 1952, Nearly onsethind of
trhe 1sal required must bo importsds '

Esst Germeny is the world®s largest producer of brown coal, and reserves
are extonsive. Output has been steadily increasing since the war, and the
1950 Plan was exceeded by 4 percent, The deficiency in cutput and reserves
of bituminous coel, and particularly of coking ceoals, comstitutes a funde~
mental weskness of the 6soncEy.

Thera ave no Mmown doposiis of crude oil in Eest Germeny: Howevwer;
the welledeveloped aynthotic liquid fusls industry is the isvgest in the
world, It is dependsnt So seme sxtent on eruds oil izmportsd from Austria,
The totel output of liquid fuels in 1950 was sbout 1,1 million mabric tong,
of whiech the synthetlc piants produced 95 peresat. In addition 0 mssiing '
nearly =1l domostle requiremsnis for petroloum products, the synthoide

fusls industyy in 1950 svpplled 50,000 metric tons %o the Soriet occupaiion
foress end 300,000 mstric tons to tho rest of the Hloo, ILargee=2cale
stockpiling haz taken place, and gpacial attention is now glven to the
menufesture of such preducts as aviation gaseline; ilso-octanz, and jet fusl,
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Toe largs output of electric powsr in Eest Germany, which reachad
18,5 wi1lion kilowatt=hours in 1950, centributes significantly to the
economlc potential of the Soviet Hloe, particularly by supporiing the
chemlcal snd synthetic Tuel industries, wnich export their preducts to the
USSRe The Sewiatische Akilengesellschsiy (SiG=wSoviet~ouned) plants
control about 30 percent of the generating capscliy and consume from 35 W
1S percent of the total production of eleciric powers Fowar outpub,
however, 18 not sufficien’ to weet 2il of East Cermeny's requiremenis and
is a limiting factor in the expansion of the econcnys The expansion of
¢leetric power output planned for 1952 ie not li%ely to be achiewved,

The Fast Germen chomiczl industyry preduces many strategic itema for the
Blou, Importent emong these is sulphuric aeid, a ksy chemical in the
manufacture of such matericzis as sxplosives, rayon, and rubber goods and
of intermediate produsts used in their manufacture. e current eritlcal
shortage of sulphur has rotarded Bast Qorman production of sulphuric acid,
The chemical industry will be able to continue its Amportent contribution
%o the USSR's war potential omly if it can import from the Weet gufficient
quantities of pyrites for the production of sulphurie aeid or if Alvanian,
Bulgarian, and Rumanian pyrites are dlvertad from other Bloc consumers to
Rast Germany, Other importent commodities produced by ihe East Germen
chemical industey include ecslliulose, 80ap, dysstulfs, and heevy chemlcale.
Cutput of these itsms is vulnerable to withholding of caustic scda by the
Wast. '

The synthetic rubber industry in East Germany is the only large-scale
Satellite producer of this product, which represents an important elemeont
in East Gormany's contribution to the Soviet sconomic-militery potential.
Most of the chamical products sssential to the menufacture of synthetic rub-
ber are availeble domestically. Export to the USSR and the Satellites of
sbout half of the annual synthetic rubber output (ostimated at 40,000 metric
tong in 1950 and expected to reach about 483,000 tons in 1951) has resulted in
o domestic shortege of rubber goods, but the industry cen bs sxpanded con=
siderably. Demestic production of sutemotive tires is not sufficlent to mast
requirements, and about half must be imported, Scme carbon black, necessary
in tire wroduction, is obtained from Polend and through clandestine trade
with the West, Tire cord and rubber goods, however, are generally exported
to the bloc, : '

\DBC)
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Although the Soviet Union diamantlsd 72 percent of the Eag’ Cormen
‘engingering industry after the war, this industry by 1650 had been
rebuilt to the point where 1t represented 25 percent of the tolal value
of Eagt Corman industrial production. Of the preesut production
facilities, about 30 percent is Sovietecumed, The value of 1950
production of the engineering industyy was about DM 5,2 billion, and
undor the Five Year Plan (1951-55) it i3 expscied to resch a value of
IM 11,28 billion by 1955, The Plan, which provides for supplyling squipment
for the expansion of the mining, metallurgy, and electric powsr industries
and for the production of egquipnent formerly imporied from the Wost,
appears to be overly ambiticus, For example, smong the key goals is
independence from West Germany, from which it obtained many of its busic
requiremsnts before and since World VWsr II. Bast Germany hag -ruduced
swpluses of certaln types of textile machlnery, procision instruments,
soms machine tools znd other light equipment and machinery but has besen
depondsnt on West Germany for trucks, bearings, heavy elsctricul equipment,
heavy machine tcols, and mining, metsllurglcal, and construciion oquipment
gonerally, The USSH recelves about L5 percent of the zmnual value of
East German engineering productlon fyom reparations deliveriss smd from
the output of Soviet-owned plants, which control 30 pexcent of the
induatryts capasity. In addition, ordinsry commsreial chipments of
sngineering products alzo go to the Soviet Union,

Apparsntly there 1s 1llttls or no manufacture of eorplete wiapons, but
components of Scviel weapons are beliewsd to bs produced in substantial
quantities and sent to the USSR for assembly, Among these components are
parts for amall arms, tenks; railroad guns, sutmerines, and alreraft, In
addition, amammnltion, explosives, and machinery for muitions qanufeciure
ars produced, '

Eest Cermany's output of uranium ores and concentratss, all of which
is exporied to the USSR, represents 15 percent of the total uranium
available to the Sovietl Blec and constitutes & valuable contribution to
the Soviet atomic wespons program.

3. Agrievlture and Food Supplies,

Rast, Gemmj' hay regained self-gufficiency in graln productioen, it
2galn sxports sugar; and mout producilon is expected %o resch prewer levels
by 1953, Fast Cermany also receives considerable guanfities of grain and

4
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meat from other Bloc countried, Thess imports and & low lsvel of
domestic consumption have sllowad the building of stockplles. Abous

1 md1lion metric tons of graln reportadly ware stockpiled in 1950 from
Spviet Hios imporis, and largs 2ddi tlonzl imports in oxcess of Fast
Germen domestic requirsments are pianned for the next fow yoars. A
stockpile of 45,000 tons of cemed masat alao is reportsd, and further
increases in meat production are plarmed in additdon to imperts., Ths
estimatel grain production for 1950 i3 sbout 5.7 million metrlc tons, and
this is axpected to riss to aboul 5.8 million tons by 1952, Meat
produstion is estimatsd ot 566,000 metric tone in 1950.51 and ie schicduled
to ise Lo 637,000 tens in 1951=52, '

Fast Cermeny produces no cotton, waich has baen imported in incrsasing
amounts from ihe USSR, and it producss only atoud 5 percent of its weol
requiremante, the balance being obizined from forcign sources, Although
the loss of plwats and techniciang to the USSE temporsrily retarded the
postwar dewelepment of tha synthstle fiber indusiry, itz prehebilitation
is being acceleraied of'fsat the Shortege of natural Tiberd.

Production of synthetlc fivbs:s lu setirated to increase from abouh
82,000 matric tons in 195G to 99,000 metric tons in 1952,

. Esst Osrmen goil and climate permit a system of diversified fazwming
for the produstionm of livestock grain, and industrisl creps, partionlacly
gugar bests, Frewsy production 1evels have not yot boen atusined, tut ‘
racovery is gysatly advenced.

Lo Transportation.

The volume of Soviet ivaffic with Fast Cermany iz greater thaen with
any other Satellite. The entire East German tarenazportation system makes
an importent contribution to the Soview sconoulc poltentlael for war,
principally the reilrosd system but elso, to a isaser extent, the waler
snd highwey transpori sysiens. Although the Fast Geram airfield network
is of great stretogic significance, no internal alr teangport opsrations
are conducted, and international eperations me of no seonclic congequInNte.
Tast Germeny’s 51 alrficlds sre, bowewal, ecanirolisd by the Sovist Alr
Force, aod 2 few of them have Tunways sepable of aczommedating hedvy
bombars and jot fighters.
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The East Gorman rall system carries a large proportion of the traffie
vith the USSE, including reparations, milisary supplies, procducis of
Soviet~owned industry in Fast CGermany, nRormal commsics, and translb
tyaffic from the West, Bast CGerman rall trafflc deatined for the USSR
moved hoth across Polond for transloading to ihe Soviet broad=gauge
network &d to Fast Cerman Baltic ports fer transshipment by ®ea. The
total volumse of rail traffic desilned for the USSR probably is at least
25,00C motric tons & dxy. In additlon, ths much greater volums cf Eant
Gorman internel vsil traffic ic essentliel to the naintenzace of indnstrial
produntion for Soviet wscouni. The USSR alse raceives railroad equlpment
out of current Besi Cerman productions

Fest Oorman inland and maritime water traneport faeilities, which are
important to tho domestic. economy, almo participate in the movement of
traffie to and Drom the USSR, East CGermany has no ceoan—going flest, but
it Beltic ports handle a substantia) volums of eastbound seaborne traffic
vhich the rail lines across Poland to the Sovist Union probebhly could not
ontirely accommodats. The hlghway netwerk of Fast Cermany makes 1itile
direct contribetion to the Soviet economic potential, Highway traffic
plays a significant part in the internal eccnomy, howevar, and its volimse
and relative importancs are groster than in my other Satellite coumiry.

©, Population, mupioyment. Skills, zand Morale.

The pepulation of East Germeny Increassed by over 2 million from 1939
to 1946, In tho early postwar years the ropatriation of a large number of
people of Germen stock more than counterbalanced the losses resulting from
the war, defections to the Western Zemes, and deportations to the USSR,
Botwesn 1948 and 1951, defociions and a high death rate rsduced the populaticnm.
In 1950 alene, defections tolaled about a quarter of a milliom persons.
The 1951 population of East Germany, including the Sevioct Scctor of Barlin,
is estimeted at 18.5 million, or ebout the same as im 1946,

a. Emloyne:t,

Brployment in Janwary 1951 wss roporied to be 7,915,000 persons,
exxluding the sslf-smployed, indspendsni farwmers, and Bsrlin workers,

< é [=2]
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The Soviet Sector of Berlin wae speeifically exciuded from the
1549 employment totals and spparently is excluded frem the Five Yeer
Flan figures, Ewployrent in the Soviet Sector of Berlin has besn
fluetuating at sbout 600,000 and probably will continue at this level,
The mmber of West Berlin residents employed in the Soviet Sector haz besn
greatly reduced,

. Ebout IS porcent of the veported Jabor force employed in January
1951 wes in indusisys 2l parcent in agriculiures 22 percont in commerce,
cther gerviess, and public employment; and § percent in transpertatiem,
The Five Year Plan (1951-5%) envisages an inerease of $90,000 perscns in
totel omployment, with the greaier shara in heavy industyry., Ihis gain
is to coms from the net natural increment to the werking age population,
increased omployment of womon, and abserption of the unenployed. One-third
of the total inerease is to be achieved in 1951, end the planned inerease
from 1951 to 1953 is nearly 500,000 workers, In 1953 the disiributicn of
the labor force is to be as follows: industry, 51 percents agriculture,
23 percent; commerce, other services, and publie srployment, 21 percents
and transportation, 5 peresnt. _ ‘

With an estinated 390,000 persons leaving school in 1951, of whom
265,000 ware to beceme spprentices, thera would sppser to be 2 sufficient
aumber of workera to mest the 1951 employmsnt gosl, Shortagos of
materials and other limitations on the sconcey's szpselty to cbSord the
incrensed smployient will make achisvemsnt of the goal lacs certain, In
June 1951, unemploymont was veported to bo increasing ss a result of
materials shortagen, - :

Ihe plan to incrsass smployment from 7.9 millien inm 1951 to 8,k
millicn ia 1953 aay £ail sherd of fulfillment, partlcularly if the annusi
rate of defectlons to the West continues at the rate of ong=-gusrier of &
million a year snd if shortagos of materials, whioh prevent full
employment, &re not slleviated, . _

bo Ievel of Technical Traiming, Skill, and Efficioncy,

In 1946 there wers nearly 100,000 enginsers and fechrically trained
personnel in Esst Cermany, Defections smong thie group have besn offgot
%0 soms extent by the additlion of newly trsinsd personnsl, and attempts
reportedly have been mede t5 recruit englnsers from Wesat Garmanye.

1
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Lack of technical and skilled psroonnel is restiricting incroanss
in productivity, The shortage of skilled workers i3 to be met by
wraining psraons having lower qualifications than wore formerly required.
By 1955, 122,000 enginoers and techniclans and 961,200 epprontices {in
trade schools) zre to be tratned. Productivity was said to have regained
prewar levals by the end of 1649 in light industry but not in heavy
industry. By the end of 1950, 1939 lsvels were e be achieved throughout
the economy. In 1951, productivity is %o rise by 14,7 percent over 1950
and 15 to be 60 percent above 1950 levels by the end of 1955, Short
supplies of materials and shortcomings in training programs, howeverj
mpay restrict productivity gains,

¢ Pxpsnsibility and Adaptabllity of the Labor Forcs.

 The possiblo additional labor input which could be obiained from
the pressnt labvor force is 1imited by shortages of sequipment and natorielr,
The removil of these obsitaclss would permit inersasod produstion pew workos
through overiime end through increasss in productivity.

e Five Year Plan (1951-55) is predicated on an increase of
about LOC,000 perscns in the woridng-age population by 1953, Such m
inereass would cccur if there were no wigration. LI, however, the flight

of refugres to UWestern Germany contlnued at the 1950 rato, the population
in this age group would dscreasad. Under theas circwngisnces the sxpansion
of the econcmy would dspend on the manpowsr rosources of & populaticn
geversly deplsted in the working ages end owerbalanced with womeno
Mobilizatlon roquiremsnis would even more stringanitly ecurtail laborta

contribution to the Five Year Plan,

do ‘orker Morals.

Living ctanderds in East Germany are sstimated to be at absout
twoethirds of the 1936 lovol but are expected to rise 81ightly in 1951,
Foodatufls remain rationed, and the prices of nonrationsd gocds are
axorbitent,

Efforts sre being made to olleviate housing shorpegss, The ovarall
offect of controls and peor living condl ticns may be expecisd to result
in further lowering of the morals, .
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6, Administraiive Organization of the East Gsrman Econouy.

Organization of the Fast Germen economy is closely tied to Flan
control and zdministration. Plan control is primarily eusrcised by the
USSR and the East German governmernt. However, it is important to note
the econecric control functions of the Socialist Unity Party (SED)e The
virtual idsntity of State and Party has pormitisd the SED to place its
functionaries at overy level of production, For exsmples, the willage
cooperative, vhich is the bosic agricultural control instrument, is
effectively dominated by SED members. The method of introduction of the
Five Tear Plan illustrates the power of the SED, Detaila of the Plan
were drawn up and cemplsted by the Ministry of Planning cn 12 April 1950,
and the first official copy was persenadly taken to Moscow by FPresident
Wilhelm Pleck for discussion and approval. It was only after Scviet
Spprovél had besn obteined that the Flan was publicly presented, not by
the govermment, but by the SED at its national conelawe held in Berlin
from 20 to 24 July 1$50, '

agq I_Llﬁua E:Z o

Except on the highest lewvels of the plenning organisation, the
instruments of Flen preparation are also the instruments of control. In
the case of indusiry, the various Ministries concerned with Plan objectives
(Iight Industry, Heavy Industi'y, and Machine Construction) aro responsible
notb only for the drefting of preliminsry programs, including potontisl
yislds, but alse for performance, The State Flanning Commlgsion, acting
28 & ccordinating wmit, doces not have a primary interest in production
control,

A8 part of & marked tendency toward the contralization of conirol
in recent months, tho intormediats control functions of ths Kreise and the
Leender have boen teken over by local representatives of natfonsl

stries who have direct charnels of commmnication to ths central
governmsnt, In addition, a decrse issued by ths government on 22 December
1950 provides for swueplng organizational changes in the government-owmed
firms (VVBig), This decree provides for the completlon of the following
program by 1 April 1951: (a) diseolution of 2ll Landeadministered _
associations of govermment-owned firms (VUB-Los); (b) placement of largs,
strategic fectories under the direct administration of the aprropriate
technical ministry in Berlin; (¢) placement of certein small, closely

w @
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soardinetsd firms undsr the supervision and administration of larger
firns; (d) regrouping of tho riddls-sized firms into new regional WWi's
which will differ considerably fron the existing ones; (e} organisation
into local commnal enterprises of certain emdll firms belonging to the
liquideted VVB-L'sa; and (f) transfer of hsavy machines from village
gooparatives to nationalised factories,

o %ﬂicultuz-g q

Tho control of agriculture, like the control of industry, is
sxovcissd Ly the SED, By arblirary and discriminatory tux lsgislation;
high and digspraporilnate crop delivery quotas and the establishment of
Msehine Lending Statione (MAS) and the Farmers! Mutual Ald Soclety
(Vdg B), ths government 18 prepering the way for gradual accsptunce of
collestivisa’ion, The Machine lending Ststlons rent tractors, reapors,
threshers, and other sgriculiurel machinery on 2 dally basis; while the
Aid Soclety 18 a farm cocperaiive, allagedly designed to represent the
interests of snell farmers. TFolitlcsl indoctrination of the pessanis is
a pupplementary function of both orgenisatione. Overlapping dirsctorates
and SED informsrs insure that the basic agricultural poliecy of gradual sisps oward
sollectivization i implemented down to the willage level.

State farms, sstablished on tho 1argé cotatas expropriated at the
end of World War II and rotaincd by the state, havs besn divlded betwson
two admininstrations, the Cerman Soed Growing Scelety (DSG) and the State
Domains,

Wile it sppoars that agricultural control in East Germany 1s
genorally offective, ono Bmsricus shortcoming should be noved, A lack
of cooperailon betuween the sdminisirations orf the Farmers' Mutual Aid
Seciety (Vdg B) and the Mechine Lending Staticns (MAS) has militated
against the fulfillment of production goals and has helpod to creais
. ghorsases of sgriculiural machinery, spare paris, ssods, fortilisers, and
brood livestock, Morals amcng the peesants, who foresee alight, 1f any,
rowards for thelr beat ¢fforts has been reduced.

¢; Reonomic Services (Transportation, Communications, ete, ).

Railroads and communications wore naticnelised ia FEast Cermeny
vefors tho edvent of Soviet control and the Rast Germen govermment.
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local and state povermmnta have beson effectively weekened by a
centralized budgetary control system which has stripped them of all
fineneial independence, According to a German source, &ll treasury
transsstions of the state budget have been turned over to the Deuische
Notenbank, the ccntral bank of East Cermany. The Notenbank is in the
procsss of esteblishing a central bookkeeping ageount for each districte
All sash on hand, exmcept for a petty cash bslance of 50 DM (Eest), shall
bte turned over weekly to the Notsnbank by the 20 municipel and 119 rural
districts of Tast Germeny. Woge peyments owed by the disiriets will them
bs paid by the Notenbank directly to .tha wage sarners!?! accounts at the
district sevings banks, These galary sccounts, numbering sbout 1,200,000,
w11l be medntained in the disiriet banks to relieve the work load of the
Noteubank, In this way the Notenbank #ill be sble o administer ihe
Irensuries of all commmnities. Woreover, the municipal benks will not
accept 2 cash transsction in czcsss of 10 TM (Fast).

7. Soviet Control over the Past Germen Fronomy.

The ultimate objoctive of Soviet control over the Fast (ermsn ¢Jjonony
is complets demination of ite industrial and military potentisl, In
sonneetion with thie objsctive, the Soviets are attempiing to improve the
. cepabiiities of Eaat Germeny to meke substantial contributdons to the
USSE in wertime ag well &8 pessibly to conduelt war sgeinst bordering states.
In the meantine, the Soviets are oblaining increased bonsiiis to their omm
economy and to their war potentlial, _

“Phe USSR has boen inercasingly successful in tightening 1ts hold over
Esst Germeny. PFollowing the conclusion of hostilities in Furops, the
Sovists actively pursued 2 policy of crude and essentially unplannsd
exploitation. This included outright regquisition of maltsvialse and
equipment and the impositvicn of bilalerel Wade paeis on Lerws CSTT-
whelmingly adventageous to the USSR, Parallsling or following these actlons
were Soviet messures to gain control over the East German economy through
infiltration of Soviel "advisers" into key plants and govornment ministriss
and general direction over the entirs sconomy through Soviet-controlled poli-
tical leaders. More recently, the Kremlin has turned from its pollecy of ex=
ploitation for immediats gains and hes adopted a long-term and more sophisti-
catzd policy of exploitation thiough planned and integratcd economic develop=
ment :

g }'1 T
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This policy is implemented by efforts toward integration through

(a) pacts of sconcmic sollaboration, by (b) trilateral irads deels,
end, most important, by (¢) the coordinating and planning sctlvities of
the Soviet~Satellits Council of Mutual Economic Assistance. Thess
measures will greatly increase the flow of materials to the USSR and
will guarantes continued development of the East German economy along
lines mo8t bensficlal to the USSR, '

Meanwhile, Scviaet domination is sufficiently complets to insure
continusd economic support for other Sovist objectives. This support
takae the form of (a) military manpowsr; (b) equipment and maisrials for
use in the USSR (c) technical and sclentifie persernel; (d) production
of military items for both Fast Gormen and Soviet armles; (e) stoeckplles
of importent comwdities; (f) port end rail facilitles, warshouses, and
sirfields; and (g) sconomic warfare ageinst tho ¥est.

bﬂlthough relatively few sclentific snd technical parsonnel have baen
moved to the USSR, the products of their skill are of major valus te the
Soviet sconomy. '

Furthermors, Soviet direction of the East German egonomy towerd the
basic Soviet goals for that country is evidenced by the high percentags
of East Gorman naticnal incoma and budgetery allocabions teken up by
investmont end defense exponditures, Thess expondiiurss are used o
support tho expansion of industrial eapecity, of the armed forces, and of
the production of military items, Included in those expendliiures eve the
accumvlation of stockpliles (particularly of petrolewm products and
foodstuffs) and the comstruction of airfields, railrvoads, -transshlpment
points, warehouses, and possibly some underground facilities, A1l of
these efforts are undertaken, at leest in part, to improve the siraiegle
position of the USSR, Somo of these activiiies indicate preparation for
a genersal wary others, preparation for local wars not invelving tha use
of Soviet armed forces. ,

The Soviet policy of arzpleiting snd at the seme time vigorously
preseing the long-term dswslopment of East fermany has creoated preblens
for the USSR, Serious raw maserials deficlencies, which can be met only
by imporis from the USSR and the West, have devslopsd in East Cermany.
In moeting the very high planned rates of investment, Fast German
civilian consumption has been cut back, thus retarding the recovery of
living standerds. The cutback in eivilien consumpiion hes in turn beon
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accompanied by inflation, which has impalred the efficiency of the East
German economy end created popular discontent. Attempts at forcad
collsctivization would further reduce supplies of civilian goodz and in
sddition would stirmulate discontent in rural sreas, Nevertheless, such
commodities as iren ore, certain ferroalloys, raw materials for the
chomical industiy, and cotton, which the USSR supplies to East Germany,
ere not critically short in the Soviet Unlen, and East Cerman imports
from non~Bloc sources are iargely pald for by exports to the West, Hence
Fest Germany clesrly makes a net contritution to the military potential
of the Hloc, and particwlarly to that of the USSR, and will make larger
contributions in the futms,

8, Sovie} Program for Fast Germeny.

, The Soviet long-term program for East Cermsny and the role that the
1atter is schedulsd to plzy in the Soviet Hloc are reflocted in the mutual
trade agreoments and in the Five Ysar Plan (1951<55). The gensral program
and the mathod of accomplishing it is outlined in the praceding ssction.

The Fast German economy i1s being rapldly integrated with these of
the other Soviet Ploe countries through 2 series of trade agreements with
the USSR and the Satellites. Such integration is, of coursze, a major pari
of tha Soviet program. Tho most striking feature of these agreements is
the large percentage increase in total trade, Mo formal trade agrosment,
however, was signed with any non-Bloc country in 1950, Existing agroements
with Womisrn countries were allowed to lapse, and the small amount of
trade carried on with the West wos handled on an 24 hoc basis,

A trede agreement with the USSR signed in April 1950 provided for an
jnerease of "more than 35-percent in trade.” An agreement with Foland
called fer a 60-percent increase in trade during 1550, involving exchange
of Eest Carman manufectured goods for Polish raw materials, EFast
Cormsny'e 1950 treaty with Czecheslovakia provided for a trade incroase
of "more than 50 percent® over 1549 levels, with Daat Gormeny to rocelve
foundry coke, rolling-mill products, food, and textiles in return for
chemicsls, precision instruments, fertilizer, etc. Both Foland and
Czachoslovaikia, according to these treaties, were teo provide goods on
eredit - a teclt admission of the straln placed on the Fest Germun
geonony by the proposed expansion of trade, long-term treaties concluded
in 1950 with Poland, Czechnelovakia, and Hungary, based on the Five Year
Plane of those countries, are anothsr indication of the increasing
intezration of the Bloc econcmy in sccordance with the Soviet long-term

progran,
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Treaties for 1950 with the smaller Satellites followsd the usual
pattern of providing for the exchange of German industrial produets for
foodstuffs and raw materials, The most striking feature of these agrasments
wag the large percentage increase envisagsd in East Germany's trade with
these couniriss, which had heretofore teen almost negligible. The
original trade agreement with Hungary, shich was valid from October 1949
through December 1950, provided for an exchange of goods valued at $22.3
million. A supplementary agreement concludsd in Merch 1950 provided for
an increase of L0 percent over the level originally plannsd, while a
second supplement, signed on 31 July 19%0, called for & 70=psrcent
incrsase over the original Plan totals. The 1950 agroement with Bulgaria
called for a "fivefold increzse® over total trade in 19L9, which amounted
to only about $3 million, Trade agreemsnte for 1951, which apparently
follow the zame patterns and trends evident in the 1950 agreements, had
al:s‘eady been concluded with Bulgaria, Rumania, and Hungary by the end of
1950, ' ) !

Fuarther progress toward intesgration was achieved in a series of
agreements calling for scisntific, technological, and culiural cooperation
among the Satellites,

There ie svidence of Soviet control of East German trade sgresments
and contracts, Other major features of the Soviet program for Fast
Germany can be read directly in the present Five Year Plan (1951-55),
which 18 discussad immedizately following.

9. Maln Goals of the Prosent Five Year Plan @5165)0
8, Feomomdc Planning. |

Feoncmie planning in East Cermany* ie carried on much as it is
in the USSR, Flana are centrally formulated and approved in thelr final
form by officials of the Soviet Union. Supervision of plan fulfillment
and increasingly centralised administrative controls are exscuted by
Party (SED)## organizations and functionaries, Privats enterprize is
diminishing, nationalized and Soviet<azpropriatsd plaents together
accounting for approximataly two-thirds of the industrial output,
Measurss proliminary to the collectlviszation of agriculture hawe been
teken, 7The current Five Year Plan (1951-55) aima at the complote

# Tast 'G'éﬁ.”-r.\any, the Soviei~gponsored government of which is called the
Deutsche Demokratische Republik -~ the Germen Democratic Repubiie (GDR) «-,
includes the Soviet Zone of Germany and the Soviet Sector of Berlin

#% Sozialistische Finheitapartei Dsutschlands (Socialist Unity Party).

oD m g
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integration of ths East German econcmy with that of the Soviet Blec,

Controls are sufficiently comprehensive to prevent major deviations from

pureuit of the Flan goals, Among the koy goals of the Flan are oaconomic

independsnce of UWest Germany and conversion of the industrial potential

to direct and indirect armaments production. The goals, however, seem to
- be too high to bs achiswved in their entirety.

e pattern of emphasis on industrial dovelopment of the Satellites
is apparent in Soviet plans for Fast Qermany, The original Five Year Plan
(1951-55) contemplated an avsrage annual investment in industry ¢f DM 3.6
billion;, an increase of 38 percent over 1935 lowels. The planned level
of investment is even more significant in view of the fact that Fast
Germany slready is highly industrialized. Investment and producticn are
largest in the engineering industry, particularly in heavy machinery.

Under this Five Year Flan, production in 1955 is to reach a value
of DM 11,28 btillion. The Flan provides for supplying equipment for the
expansion of the mining, metallurgy, and elsctric powsr industries; for
production of many lines of equipment formerly imported from the Wast; and
for surpluses to export in exchange for raw material imports, Production
of capital goods in 1955, according to the Flan, would be from 250 to 260
percent of the 1936 lsvel, which is similar to the output achieved in 19Lk.

b, Agricuitural Dsvelopment,

Agricuitural development has a much lower priority than doss
industry in the Dast Gorman scheme of economic planning, Although
agricultural production is scheduled to rise, the main economic effort is
to Increase industrial production.

¢, GCilvilian Oonamxmt.iunc

Civilian consumption in East Germany ig still below the 1936 lavel
despite posiwar increases in living stendards, The allocation of textiles,
food, and other consumsr goods, however, demonstratss that civilian
congumption 18 given & relatively low priority. Flans for the production
of consumer goods do not envision basic increases in living levels before -
the end of 1952,

e 15 w
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d. Prosent Plan Gosls, -

The original Filve Year Flan goals wers revised on 1 November 1951,
The original Flan submitted at the SED convention of 20 Juily 1950 has been
in effeot for 10 months, The revlsions apparenily were timed in conmection
with the conclusion in September of a long-term trade pect with the USSR,
Freliminavy review of new Plan targets shows a largs increzse in production
of iren ore and pig iren to 3,65 mdllion and 2 million metric tons,
rospactively, OSteel targets are increased only elighily over the original
Flan end are %o reach 3 million tons by 1953, The revised targets for
output of heavy machines and heavy slectroengineering equipment show
najor increases. For example, produciion of machins installations for the
powsr indusiry are to inecrsase 610 percent over 1950 instesd of 2B, percent
as in the previcus Plan., Targets for basic chemicals alse have incressed
as followss sulphuric acid, to 480,000 tons from 400,000 tonsj calcium
soda, to 640,000 tons frem 380,000 tons. Synthetic gascline has bsen
raised to 927,000 tons from 780,000 tons, end diessl oil to 650,000 tons
fraam 475,000 tons, The 1955 gual for brown coal production has bean incrensed
- from 205 million metric tons to 225 million tons, The coal industry targets
reveal the failure of hard-ccal mining and therefors an increasing shift to
brown coal, The targets for selected comsumer goods remein gemsrally tho
same as in previous Flan, but over-ell consumer imdustry targets eppear to be
lovercd. The heavy emphasis on basic emd hesvy industry at the axpense of
consumer industries reveals weaknesses in hesvy industries which probably can
be alleviated only by trade with the West. '

Tre Flen for sgriculture calls for an incroase of 57 pevcent in
valus of production over present levels., Output of grains is to be 11
porcent sbove the prewar level; sugar beets, 27 psrcent,  Food
avatlabilitles sre to incresss only slightly above 1936 level. The Plan
also envisions wage and salary increaszes and prics reductions. By 1955,
Rast Oermany sghould, according fo ths latest anncurwement, be producing
twice as much goods &8 in 19330 Moreover, an upward revision of
capitel invostasnt to DM 28.6 billions for the S-ycer peried also is
planned, stressing the sngireering industries and heavy indusirial

aquipment.
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The Soviet Union mecsives dirsctly from Bast Gormeny approximately
$2 billicn worth of wcanpanzated goods amdd services a year, Uncanpensated
deliveries inclugs the shiyments of industyial goods to the USSR ws vepare~
tiona, cccupstion costs and trocp maintenance, and other servicea., SAG
{Soviet-owvned) plemts accoumt fop 44 percent of reparations shimments; publice
owned fectordes, 39 percent; and privetely cwned fimms, the reeaining 17 pet-
cent, '

The chisf items shipped under the reperations program includs equip-
ment for slectrical installations and railroads; mining, metallurgical, and
matalvorking eguipment 3 and shirs and marine squipment. Industrial rew
materials do not bulk lsrge in East Gorman dellveries to the Soviet Unien,
uranium baing the one raw materisl of Importance obtained by the USSR,

The Sovist Union clatmed that Fast Gormany by the middle of 1950 had
paid only sbout $3.7 billion of the 310 billion reparations bill., Of the re-
mainder, op approximately $6.3 billion, the USSR fergave 50 percent end ordsped
that the ramaining 50 perceat be paid, in torms of 1938 dollare s OVer a period
of 15 years. In current dollar valus this eum reprasonts an annual burden of -
Iram £500 to $600 million. In 1950, Eaet Germany's actual reparetion deliveries
amountad 1o over DM 1 billicn in 1944 values » oF sbout $600 millien,

To this total must be added sbout $600 willion snnually accruing to ths
USSR from SAG opsrations snd profits; sn additionsl sum for freight charges, the
supply of marks taken from tha nationel and Laonder budgets, and the Soviet ,
military occupation costs and maintenance of 300,000 Soviet armad forces, {Oc-
cupation costs and troop mainienance probebly represent from £120 million to
$180 millien,) The total of unconpensated deliveries is thus betwsen §1.5
billion snd $1.7 b11l4en a wyear.

In 1950 the East Corman budget contained the folloving itams which cope
- stitute direct appropriations to the benefit of the USSR aa the occupying pover:
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East Gorman Budget Allocafiana
' to the USSR
1950
Million IM

Reparations from Current Production 97
Price Subsidies on Item 1 300
Transport Costs 0",
Miscellensous Expenditurss ' 10
Trensfer to Account 153 of DNB 1,993
Trassfer to Account 154 of Garkrebo 400

Tetal L% ]

Seme of the coﬁmmp@nding fizures are available for 1951 as fellows:

Bast German Budget Allocaiions

to the USSR
1951
Miliign DH

Reparations from Curremt Production 527
Price Subsidies ' : 373
Transfer to Accovnt 153 of DNB 1,950
Transfer to Account 154 of Garkrebo 600

Total - 2.440

Taking into account Soviet tskings which were not publiecized and the 11legiti~
meto benefits which the Sovist Union is cbtaining through preferentiel pricing
in foraign trade, it has been estimated that Soviet takirgs total about DM 6
billion.* FEstimates of repsrationz end uncompsnsated deliverles become com-
plicated becsuse of difficuliies in establishing prices and exchange rates and
because of hidden values,

25X1A .
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It is estimated that less then one-third, and perhaps leas than one-
fourth, of prevar Germany's total munitions capacity was located in what is
now East Germany. Of the 13 principal wartime manufacturers of heavy weapons,
only 2 were loceted in East Germany, both in Magdeburg, Even the merufacture
of amall arms end of smelle-sime awminition centored in the West, but Suhl in
East Gormany remains an important center of this productien,

Liquidation of the Eust German munitions industry ss provided for under
the Talta Agreement and the Potedem Declaration was completed befors the targst
dato of Juns 1948, Howaver, the Sovists vielated these sgregnats by glvine
Bast Getman plants extensive owders for weapoms coapensnts, The fulfillsent
of these orders has been assured by Soviet assistancs in plant rehabilitation
and in providing raw materisls, ' o

No accurate sstimates of present production of militery items in Dest
Germany cen be made on the basis of availebls informmstion, It is belleved,
howsvey, that 1ittle or no menufecturs of assembled military weapons has yet
teken place in East Gormeny but that compononts of Soviet weapuns are being
made in substantial quantity. These are seat ‘to the USSR for assembly. This
situation probably will continue through 1952. Among the components produced
are parts for both smell arms and heavier weapons, incluvding tanks, rellrosd
guns, subtmarines, end aireraft, No less than 30 fimms ars reperted to be making
major componente of the Soviet T-34 tank., 1In addition, explosives, smmunition,
machinsry for munitions manufecture, and small ships are produced v end emmumie
tion depote and dumps ave being buvilt up.

In addition to ithe msnufecture of components for Soviet weapuns, the
East Gormen industry regularly engeges in repair work on weapons of tho Sevist
ocoupation forces, ,

The German Type-42 machine guan, sbout 1,000 of which are belisved to
have bsen mede within the past 2 years, 1s the only complote weapen marufactured
in East Germany, The Alert Police are equipped in part with the World War IY
98-K rifle, and there are reports of new Fest Cérmsn production of this rifls
in 1950 for the police.

Information avalloble at present om the East Gorman arms industry can
be smmarized as followss

(1) Finety-thres ammunition depots and dumps In Basi Germeny have besn
identified, and there probably are more which have not besn dofinitely located,
They vary in sise from small military unit dumpt to largs supply end storsge
depots. Some ars located underground, and many srs former Cerman militayry baszes

(%Y 1? L)

¥ it 10 VN |
Approved For Release 2000/08/29 : CIA-RDP79R01012A001500030025-4



Approved For @ase 2000/08/29 : CIA-RDP79RQ3$12A001500030025-4

S-E--i-F-T

which have been taken over by Sovist army units and are now baing ussd for
crdnance ard spmunition supply depotis.

(2) There are 32 firms in East Germeny reportedly producing tank
parts and subassemblies, Rsports of complete tank assembly Iin the Magdeburg
and Kirkmoosser areas have rot bsen confirmed, althovgh this is belisved to
be possible in view of the quantitles of ts.nk parts produced in Fast Germany.

: (3) Numervus firms nlso ere eéngaged in the production of heavy gun_

components, artillery prime movers (tractors), signel appsratus, chamicsls’
end explosives, military clothing snd equipment, submerine parts, aireraft
parts, and chamlical werfare agents.

, (1..) The key plantz for armenment productien in East Germany are the
SAG (Sovist-owned) installations. Howover, many nationally ovmed (VEB) and
privately ouned plants also are producing armements. Some of them produce
independently, and othsrs mrke deliveries to other armement plants,

The East German aircraft industry is presently small becauss of
the largau-scale dismuntling of aireraft factories carried out after ths war
by the USSR. No tactical or transport aircraft, either jet or conventional,
are being made, Production 1s limited to aircraft parts and low-horsapowaar
engines, It is reported that in 1947 the Soviets stoppsd dismentling under—
ground manufacturing instsllations, many of whbich were aircraft factoriss,
and investigated their possible use in the svent of war. No information has
been received, however, with regard to the reactivation of these plants to
produce aircra.ft. parts. In any eveni, the deportetion of key German sclentisis
has meds it very difficult to rebuild the induatry, _

In summeary, it appsars that the Soviet Union 1s vigorously ex-
ploiting the industriel capebilities of East Germany to Improve the militezy
position of the USSR.

¢, Ceplbel Iovesiment. ' -

The original Five Year Flan (1951=55) contemplated a total capitsl in-
vestment of DM 26.9 billion. The latest announcement on the subject shows that
contemplated total investment has been increascd to DM 28.6 billion, or DM 5.7
billion per year. ,

Invostment is Jargest in the engincerdng indusiiy, pearticularly in
heavy machinery. Reconstruction ¢f 24 machinsry menufacturing plants crucial
to the success of the Plan is scheduled to takeo place by 1953,

- 20
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The following teble chows the most recent informstion on the in-
vestment in the enginesring industries:

Distribution of Investmont in the Engineering Industries

~bercsnl

_ Ipdustyy Investrant
Heavy Machinery &/ 42
Genoral Machinery . 8
Flectrotechnical Equipnent 13
Precision and Optical Equipment 6
Rail and Motor Transport Equipment 5
Shipbuilding 25
Total 200

a, Inclwies the machine teol and besring plants,
which are to employ 4.5 percent of the workers
and receive 17 psrcent of the invesiment,

Investment plans for 1950 and 1951 before the raceat spnouncHEzent
increasing the totsl planned investment can be swmerised as follown®

East German Investment Plans

1950 and 1951
Milldon DM
| A0 A%k
Budgst 1,567.3 - 2,221.3
Amortisation 266,6 521.5
Losns, Credits, and Self-finencing 315.5 712.3
Berlin 200.6 358.9
Subtotal gﬁéﬁ. WAQO.. l&%mg
Major Repairs 177.7 $ 392.0 |
Supplementary Investmente in Berlin 274 .4, 316.1
Supplementary Investments for Zons 0 135.0
Total | | 2,802 56571
25X1A : '

* I, © - S P

Approved For Release 2000/08/29 Z&|A-RDP79R01012A001500030025-4
S-E-C-B-E-1 '



Approved For I@yase 2000/08/29 : CIA-RDP79RQ3012A001500030025-4

S ELR-E1

Iovestment in SAG's has boon ostimated at aboubl DM 420 miilion in
1951 end 4n 1950 about DM 350 millioa,

é» Gross National Product.

It 1s very difficult to give oven limited mesning to announced
percentage figures on economic activity, that is, to translate them into
comparchble production values, Table 1 of the Appendix shows the gross in-
dustrial production. Several official reports® on gross indusirial production
show plonned preduction for 1950 bstwsen DM 21 billion and DM 23 billien.
Gross industrial production in 1949 waes reported as DM 17.7 billion.®#

Table 2 of the Appouidiz shows the gross natiocnal product by sources
in millions of Reichnarks 1936 purchasing powsr., The data must be use
cautiously becsuce of the many wimovn fectors sl sssumptions. They may,
however, bo useful in connsction vith some specific problems.

componsated Pallyaries

Attampts to answsr ths questlon of sllocation of resources and cape-
bilities entegorically might lead to complicatlions not only because of un~-
certaintiss in general but also because of the difficulty in comparing values
which mey be erpresssd in different unlts, ,

The following rough compsrison is therefors to bs consldered with
caution,; although it gives some idea of relative ellocaticns,

Total uncompeacatad deliveries to the USSR from 1945 to 1950 have
been estimated at betwosn 1) and 12 billion current US dollars, or an aversge
of over $2 billion a year. These operstions far &xcesd Bast Germeny's total
commercinl trade. On the hasis of exchange rates Lo August 1950 (Ri/im =
$0.40; sincs Avgust 1950, $0.30), this would smcunt to DM 5 billion.

25X1X  pecording ¢ tve toter soviet takings for 1950, ineluding
reparations, price subsidies, transport costs, and transfers to speclal zc-
counts, would smount to DM 3,74 billicn, Corresponding figures for 1951 are
given at DM 3,4 billion. Tho same sourcs estimates that uwnpublicized and il-
legitimste benefits to the Soviets through preferentisl prices might raise this
amount to sbout DM 6 billion. From these dats it would appsar that Soviet une
compensatod takings would be roughly sguivalent to the averags yserly capital
investment, as indicated in the Five Year Plen ennouncaments of DM 5.4 billion
and the latsst one of DM 5,7 billion per ysar. Each of these ilems appears to

25X1A .
25X1A* 18 Dot 1949; _ 31 Jul 1950; Albruchi
 spesch cn Five Yesr Flan, Jul 1950.

.

25X1A
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ba betwsen one-guarter and one-third of the gross national produet. Othsr
sstimates olso indicate that Soviet uncamponssted deliveries from East
Geymany up to 1950 have been fram sbout 25 to 30 percent of the Eagt German
national income. ~ _

The allocation for military equipnant cannot be estimated even
roughly, based on the svellable informatlon, .

11. Extent of Natiopalizetion of Industxy apd Servless.

Since 1945, govermmentel control has constently narrowed the scope of
irdependent enterprise in tho fields of commercs spd distribution. Privale
business per s¢ is not prohibited, erd indopendent axrtisens ard wopalr shops
of all kinds still exist, but only al the sufferance of the govermsent and
under strict regulation, The sctivities of this privats sector of the econocmy
ors kept im check threugh such devices as discriminatory taxation, weiro-
active taxes, end the selociive allocation of new materiels, In sddition,
rpopular® prossure is samctimes exerted through the trade uvnions, which con~
tinue to perform their originel funcilon of protecting the workers' interoats
from the private mmployere, :

Although private enterprise is still predominant in parts of the distri-
bution apparatus, it is highly regulated and retains only auxilisry fumctions,
serving in many instances as subcontractor to state-cwned firms., It accounts
at present for approximately 22 perceat of production and is cbviously a
diminishing sector of the East German aconomy. .

Vhile it is difficult to obtain up~to-date statisiles on the progress of »
nationalization in industyy end servicas, the pattern of this program is quite
evident, In February 1950 25X1X
nationalised plents, while vepresenting only about percent of all Fast 25X1X
German plants, accomnted for sbout 50 porcent of Industrial output, A US
Army estimate of East Germen production in the first half of 1950 Indicated
that nationalized industries sccounted for 63 percent of ths total. Froduction
of the 120 Scviet-owned (SAG) plants, which formerly belongsd to Nazis o
tyar criminels" but were szproprinted and placed undsr Soviet ownsrship and
administration, was estimatsd at from 25 to 27 percent of total output., The
estimatad balsnce, or from 23 to 25 purcent, was produced by private industry.
Centributing to the difficulty of accurels repoxriing on the SAG plents is the
Soviet practice of amalgemeting these flrms into largs combines, now nuabsring
20, and roturning the smaller, unsconcmical businegses to the Germsns.

The further socialisaetion of industry through a gredual attrition of
private fectories is an avowed gosl of the Tive Year Plan (1951~55}. By the
end of 1951, state-cuned fectordes, including 846G plants ordinarily considered:
to be cutoids the Faat Cerman econwwy for planning purposes, are expacted o
asceeumt for 76.7 percent of total productlon, Retail trede stlill remains
larpely iv private hands.

o 2% ’
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12, Frrept of Collectivisation of Agrloulture.

The goverrmont has not yot implemented its intention of collectivising
agriculturs, elthough the messures employsd to control agrleuliurs srs
prelininary steps toward that end, Reporis circalated sarly in 1950 indicated
that the first model collective farm would go into opesration during that year,
but this action has not yst bean confirmed. \

It is believed that the govermment will contimve to restrain the use of
overt colloctivisetion moasuvres because of the adverse effset whick they
would have on both Fast snd West Gormans, If ths rate of collectivization
is stepped up, it is belioved that govermment procurament of egricultural
profucts wowld bs edverssly affscted as a result of widespread peasant re-
adstanca., It is believed that no other forces of oppositlon would piay &
significani part in resistance to collsctivization bacause it eppears to be
a question of effective govermmaui control.

13. Sovist-owned Compenles.

Dismentling of Bast Gomuss industries begen in the middle of 1945 amd
contimusd sporadically through 1946. Estimates on the entent of dlmmantling
indicote & loss of industrirl capacity equel to zhout 30 percemt of the 1943
leval., Dismantling and war dsmage combined reduced the FPast Geormsn industrisl

. capecity to less them 50 percent of the 1943 wartime psalk capacliy.,

By the middle of 1946 tho USSR realised that dismentling of Enst Germsn
factories was detrimental to the full utilization of plant capecity. It was
therefors smnowced in 1946 thet plants earmarked for reperations would be
tronsferrod to Soviet ownsrship but would bs loft in East Germany to be operated
with Gorman labor and rew meterisls but wmdsr Sovist ownership. Seventy-four
of thess plants were returned to the East (erman governmen® in March 1947,

Subsaquent information indicates that the Soviet~cuned companies control
ebout one~third of East Germany's total brown coal production, two-thirds of
the potash production, one-half of the metallurgicel capacity, one~half of the
cement capscity, and from 90 te 100 percent of other bullding material sapacity.
Reports sstimets that the Soviet-owned (SAG) plants by the end of 1949 hed an
absolute monopoly in the basic chemlcal industries and also sxerclssd control
over 3,000 state-ouned enterprisses and approximately 24,000 privetely owned
enterprises in other industries through their eontrel of ceul and power pro-
duction, Ths Soviets alse own 30 percant of the presoat production capacliiy
of the anginsering industries, whick account for 25 percent of the total valus
of Eest Germsn industrial produvction. Tha valus of the 1950 produciion of the
engineering industry was shout M 5.2 billion, The total mmber of Goerman
aemployses working foy SAG plants is estimated at sboub 300,000, not including

g ut Spgid
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those sgployed in uwrariwe mining. The East Germsn government has no in-
flucpes on the SAG planis but is obliged to deliver raw materials and
machincs o them on a prlority basis oand al prices fixed below production

~ costs. -Prices for finished producte which are to be delivered as repavrations
are based on the value of the 1944 Reichomark, It ia estimated that the value
of SAG production in 1950 was about DM 3,6 billion in terms of 1944 pricss.
SAG production is delivered to the USSR or exportad on Soviet account.

in addition to the SAG enterprises, the USSR has assumed a Trustea
Administration Control over 309 industries with 34,000 employess in Berlln,
which in 1947 produced IM 439 million worth of manvfactured zoods, of which
38.5 percent went to ths USSR, ' ' _

The benefits to tho Soviets from East Germeny are apparent from the Soviet
long-term program and the trade sgresponts, particularly in view of ths progress
in integrating ¥ast Germany into the Bloe. East Germany mekes substantiel con-
tributions to the econcmies of the USSR and the Satellites not only through its
commercial exports of heavy industrial machinery, precision Instruments, :
ureniwm ores, and chemicals but also through uncompensated deliveriss to the
USSR, East Germany's ccamsrcisl sxportis to the USSR weve valusd at an estimated
$369 million in 1950 and wers composed of the same types of commodities as
those deliversd as reparstions., It is considersd probable that exports will
remain about the ssme through 1952, The valus of the uncompansated dellveriea
exceeds the velue of exports to the USSR. Thie subject has already besn dis-
cussed under the heading "Allocation of East Germany's Beonamic Rescurces."
East Germany is one of the most jpdustrialised areas in tho Soviet Bloc. It
is heavily dependsnt, howsver, upon imports of rew materials, and this wesekaosos

has besn aggrevated by the axcessive dmmarnds of the Bloc for industrial
producta, ‘ »

A slower rate of incresse in East Gewmen exports to the Soviet Bloc and
& sharper rise in Imports from ths Bloe in 1950 suggest that the rate of
Soviet exploitation of Ees® Germany has passed its peak. The net Soviet gain
of imports over exports to East Germany dropped from $177 million in 1949 to
$57 million in 1950, The other Satellites also wore forced to contrlibube wore
rescurces te the Easi Germun econcmy in 1950 then they did in 1949. Credits
ware ectended by Csechoslovakia and Peland, and the East German deflceit in
Satellite trade ross from #20 million in 1949 to $72 million in 1950,

Fulfillment of East German commitments to the Bloc ias dependent to a

largs extent on trade with West Germany. Trade with the rest of the world,
although accounting for only 9 percent of total trads in 1950, is neverthieless

Lo 2 r ~d
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stratesically important and of ult:lmat.s bensfit to the Sovists, A substantial
pmpoxtiem of imporis frum these couniries represents commoditiss which East
Gerpany cannot secure from: the Bloc.

The continued dovelopmant of East Gormany as a major source of manu-
factured goods for the Soviet Bloc is to be expected, unless vital imports
ars cut off frem the West, It 1s probable, howsver, that further expansion
vill proceed at o slower pace than in 1950 and that incraesed East German
exports will require s still greater increase in totel importe. Moveover,
as the effects of Western export controls bscoms move restrictive, a greater
proportion of total imports must be supplied by the Bloc,

Uncompetsated Bast Gorman deliveries will continvr te contrxibute sig-
nificantly to the Soviel economic and military potemtlal through 1952, The
total uncompensated deliveries to the USSR in the fozm of reparations; reguisi-
tions, finencing of Soviet-suned companies, and occupabion costs from 1945 to
1950 inclusive are estimated to be betwesn 11 billion and 12 billion current
US dollars, or over $2 billion a year. These operations far excesd Fast
Gormany®es tolal commereial trads,

Dismentling affected practically all industries and, together with the
effects of war dumage, reduced the industrial capacity to about 50 percemt of
the pesk 1943 level., Availsble estimntss seem to indicate that the Soviet
Union has bean teking betwesn 50 and 65 percent of the total productioan of
finished indusirial and consumer goods,

Despite variocus industrisl and financial difficulties, reparation de-
liverlies have bezn substantially met by the East Gorman economy, partly
- beceuse Westera export controls have not halted non-Bloc trade. Plennsd
incrsases in industriel capacity indicste that Fast Germsny is liksly to con-
tinuo uwncompensated deliveries to the Sovist Unlon or on itg sccount at the
rate of from $1.7 billion to $2 billion a year through 1952,

Bant German foreign trade ls caaracterized by imports of raw materisls

and exporis of finished geode, although scme commodities, such as uranium
oras and concenirestes, provide exesptions to thls pattern. The necessity
. of mweting commitmants to the Soviel Bloec la.rguly sots the pattern of Bast
Gorman fureign trade, Trade with the Bloc comprises sbovt thras-fourths of
totel trade, In 1950 the USSR took sbout 43,3 porcont of East German exports

and supplied asbout 33 percent. of iwmpertna. Tho composiiion of exports to the
USSH 1s not expected to change extsmsively by 1952 but probably will be elierad
vher hesvy industrial plants reach the productiion levels scheduled for 1954~55.
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Trodo with the Satellites iz inereasing, both sbsolutely and relativaly,
as Fast Gormony provides much of ths industrial equimmont and materials
required in Setellite development programs, .

Dotailed information on intra-Bloc trads is lacking. However, svery
effert is being meds to devalop the Eest German ‘seconoy with minimm dow
pendence on non-Bloc trade, The decline in the export surplus in trade with
the USSR ard & rise in the import surplus in trade with the Satellites be-~
tween 1949 and 1950 suggest that dirset Bloe exploitation of the East German
econcay passsd 1ts peak in 1948,

Offielal trads with Vest Germany was 19 percent of totel trade in 1950
ard was velusd at $181 million, Clandestine dntersonsl trade, bowsver, le
estimated to be as high as frem £250 nillion to $300 million a yeer, which
indicates the importancs of such trade in the East Corman econamy. This
trade emebles Esst Germany to obtain industrial requirements essentigl to
the fulfillment of production quotas. Trade with the rest of the world
accomts for only 9 percent of the total, Elsctrical, railrogd, mining,
metellurgical, metalwerking, marine oquirment, end ships ars the chief items
deliversd under the reparations program. These deliveriss have aggravated
Bast Germeny's soonomie difficuliies by contributing to shorbages of materials
and of foroign exchange needed to sbtain Westera industrial equipmont, but
planned increases in industriel capacity indicate that East Germeny probably
will continue to moke reparations shiyments at the rate of frem $1.7 billion
to $2 billion a year through 1952,

Trade statistics from Western countriss show exports to East Germany
valued at $117 million in 1950, Nearly $33 million worth, or about 28 percent
of the total of detailed imports » Teprecented metals and metal products,

West Germany delivered $27 million worth of this total. The second largest
import category was chemicals and pharpacouticals, valued at $17 million,

of which §14 million worth came from West Germany. Food imports ranked thixd,
accounting for $15 million, and nonelsctricsl machinery imports, virtuwally
all of which came from West Germany, came fourth eud wore valued at $11
million.

The fellowing table shows trade in millions of dollars of value by prin-
cipal countries and areass, ratio of trade with sach country or arsa to total
trade, and percentage of chenge with each country or area:
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East German Importe, Exporta, and Totel Trade

1948+50
1948 1949 e 19508/
Value Value Parcend - Percanbe Valus Percent Pereont=.
Source ar (Milljomz (Millione of Total eoge Change (Millloms of Total' age Chenge
Degtination, of.Doldaxs) of Dolisra) . Trede.. Srom 1942 of Dollars) _Trade = Lvom 1949:
Ipports -
uss 53, 91 31.5 & 8.4 156 33.0 & 725
Sztellites 40 79 .53 6 9.5 200 42,3 #158.2
Host Gormany 72 74 25,6 » 2.8 79 16,7 & 6,8
Other « 2 45 15.6 o 60,7 28 8,0 - 15,4
Subbosal 19 289 00,0 4513 473 0.0  *63.7
3 - " ' ' '
o Experie
USsR 68 208 54,5 »127.6 213 3.3 & 2.4
Sﬁ‘tﬁlli%@ﬂ ’ 34 59 15010- & Mol m %ug 013.700
Bast GG}?M 67 B 68 1?38 & 105 102 2.7 L 5000 4
Gthar 23 47 - 12.3 5'10603 49 J:an & 2.1
subtotal pt:2 322 0.0 9.9 482 2000 ¢ B8
jlg:-igg Tgiﬁﬁ ’
us® 119 299 bdyo© e151.3 '
Sateilites 4 138 2.5 o 86,5 ' §g§ gi:g 23373’#
Best, Gormany 139 U2 2.2 s 222 18 | 18.8 o 20.5
chﬁ‘f §}. 92 1307 & 8004 v 87 9¢O « 695
Total % | gg_ﬁ. 100,00 4 75.2 265 doo.0 " 43.8
¢, Estimated,
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16. Foraien Trade Pattern. Incinding In

' The comparative emphasis on various commedities in Eszst Germany's forelgn
trade in 195152 will follow the pattera alreedy established. FPlamned imports
for the verious branches of Dast German industry during the fiscal year 1951=
52 will totel $887 million, with the principal items as follows: food, $302
million; metals, $222 million; textiles, $101 million; mining, $93 million;
and chemicals, $75 million, Flemnned exports are set at $729 million, of which
machinory and electrical equipmeat will accoumt for $318 million; chemicals,
$120 million; precision instruments, $88 million; and mining, $77 million.
Therefora, the indicated goal of total trade for the 1951 fiscel yeéar 1s ap=
proximately $1.6 billion, an incresse of more than 60 percent owcr the 1950
total trada. It seems wnlikely, however, that overt trade, at leoast, will
amount to much more than $1.2 billion in 1951 or sbout $1.5 billion in 1952,

The forced redirection of East German trade to the Soviet Bloc and the.
large axpansions planned for 1951-52 are expected to produce strains in the
oconomies of both East Gormany and its Bloc trading partners. For example,
the USSR probsbly will be unable to provide East Germany with aluminum in
1951=52, as it has in the past, because of heavy demends from China, Tt is
1ikewise unlikely that the USSR will be able to deliver bauxite before 1952,
and the 60,000 metric tons pramised by Hungary will not moet East German
needs, The USSR slso will have difficuliy in supplying steel needed by Best

Germany .

The increasing integration of Bast Germany®s foreign trade into the Bloc
economy will continue. East Germany®s role as purcheser for the Bloc in the
West, particularly in West Germany, will become increasingly important. An
indication of this trend is the plan for East Germany to assume responsibility
for a large part of the machinery purchases in the West for the entire Satellite
area, One of the principal reasons for this maneuver is to prevent the West
from knowing the ultimate destination of the imports. '

Despite the Bloc's goal of maximum independence from the West, it seems ui-
likely that trade with non-Bloc countries cam be cut spprociably below presont
levels, sspecially in view of East German cbligations to the Blec, the progrem
of East Germen purchasing in the West for other Bloc countries, amd the plannsd
expension of Eest Germen imdustry. Trade with West Germany will remain vital
to East Germany's industrial plans, and there is evidence that the volume and
value of both overt and covert imports from the West will imcreass in 1952 wn=
lesa effective measures are taken to tighten Western export controls, especially
in West Germany. : . ‘ ,
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The prineipal items which East Germany lacks in order to expand its
industriel producticn are bituminous and hard ccals; coke; high-grade iron
ore; iron and steel; manganese; nenferrous metals including eopper, lead,
tin and sinc, sulphur and pyrites; and some chemicala, Amsng tho agricudtural
producta, wool and cotton notably are in short supply. For most of thesa,
Bast Germany is heavily depsndent on tioe rest of the Blse ag well as, o
some extent, West Germany. Trained manpower algo i & Qifficult problem, In
this latter respsct, Eest Germany is scrsping the bottom of the barrel.

. Thirty-three percent of Eaat German jmports by value in 1950 were from
235 PSR, 43 percomt from other Sstellites, 16 percsut from Wost Germazy,
and 8 percent frou other Western Europsan countrics and the rest of the world.
Importent items are imported from Belgium, Sweden, Switzerland, and the
Nstherlends, and although it ie eptimated that they are not absolulely es-
santial to the Eest Germsn econody, inebility to import such commodities
would have a ssrious effeet,

East Germany's legal imports from West Germany were valuad at about §75
zillion in both 1949 and 1950, but, as a proporilca of total impoxta, they
denlined from 26 percent in 1949 to 16 percent in 1950, Clendostine imports
from the same area amount to possibly three times the legal imports, These
clandestine imports are belioved to e composad largely of lron and steel .
products, beerings and machine tools, Attainment of planned productlon guals
will roquire imports from Hest Germeny of comnoditics which Eapt Gerueny
olther cannot yot manmfacture or camnot obtaln in sufficient quentity fron
within the Bloc., Even the meintersnce of prosent production levels in Bast
Gernany depends to a large oxtent npen obtaining metelworking machinoyy and
transportation equipment and replacement parts from the West,

Heavy industry in East Germany 1s particularly dependent upon Vaat Gormany
for inports of componeat parts, particular types of specialized machine taoola,
basic steel products, and high-grade glloya. The chemical industries atill
are depsndent to a large extent upon Western sources, priscipally Sweden and
the Netherlands, for esustic soda, sulphur, and pyrites, all of which are in
ghort supply ir the Soviet Bloc. An jpadequale supply of saustic soda would
affect the production of reyon and cellulose, scep, dyestuffs and intermediates,
and heavy chemicals, FEast Cermany poseibly would be salf-gufficient in sul~
phur and pyrites if weparations shipments of thess commsdities to the Soviet
Union were discontlmmed. Shortages ceused by such reparatlons ghipeents, howe
ever, have forced muny plants to curteil overations, and the Soviet Blec hes
not been able to supply the sulphur and pyrites necessary to make up the
difference. '
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The expension of production of electric power and coal likewise is de=
pendent on the West. The present output of electric power is inadequate de=
spite the existence of a highly integrated and efficient network. Round=the-
clock and multishift operations have bsen instituted for maximum utilization
of present capacity. Without imports of parts and new equipment for electric
power installations from Western countries, however, it will be difficult for
- Bast Germany to increase either total operating capacity or actual power produc=
tion, Directly related to the selectric power problem is that of coal, which
‘is virtually the sole emergy source used in power genoration, Easst Germany
faces a bituminous coal shortago, which it is attempting to offset by ex= .
‘tensive use of brown coel. No sector of the aconcmy presently has more than
8 2-weeks' supply of coal on hand, and in most instances reserves are pufe
ficient for less then 1 wesk. The age and poor condition of the machinery and
equipment now used preclude an improvement in this condition, Considerable
effort ic boing expended on the development of a mining equipment industry
in order to remedy this woakness. ‘

Manpower in East Germeny presents a wnique problem, Population tramsfers
and meterials shorteges have created unemployment, Given sufficient materials
and facllities, hovever, thers probebly will be a manpowsr shortege as the
Five Year Plan goins momentum because of the waxcess of ‘deaths and dsfections
over the population resching working sge. In eddition, there is a specific
shortege of technical and skillad perscmael, Although efforts have been meds
to overcoms this lack through training progrems, defsctions to West Germany,
if they continue at the curreat rate, are likely to offsct any gains, Thus,
there are two weaknesses in the manpower situation: {e) the discontent snd
unrest which ariss from unemployment, and (b} comtimued and possibly increasad
defactions to the West, particularly of technical and skllied personnel, De-
tails concerning the qualitative composition of the defectors are not knowm,
and therefore the offects or East Germen industry of such defections cannot be
assessed,

Transportation is mot oriticslly vulnerable to Western measures of sconomlc
warfare., Efficient export controls would, hewever, impose considerable hard-
ship on the railroads, since many essential patorials are cbtained from West

Agriculture does not represent & vulnerability so far as imports frem the
West are concerned, bscause the Soviet Bloe is sble to meke up any East Germen
agricultural deficiti. '

The probebility that the effects of Western axport restrictions could be
offeet through an increase of intra=Bloc trade is mot great, In 1950 a major
effort was mada to reduce all trade with non-Bloc sources to an absolute mini~
mum. There are, of course, somo steps which could be taken, such as the allesvie~
tion of the cosl shortage by stopping Polish axports of coal teo Western Burcpe.
Such adjustments, however, probably could not solve all the problems created by
large=-scale Western cconomic warfsre. :

| = 31 =
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The most important sdjustment posslble sould be e reducticn by the Soviet
Unicn of itz wmeompensated takinga from Bast Germany. Such action would releaso
to domestic industry the mashinery and malerials nepessary to achieve thoe
Five Year Plan goals, There also is zcom fox internsl ndiuetment in the East
German econemy, Difficulties of sush adjustment, howsver, axe evidenced by
the continuing unsmployment preblem, which fuxrther shortages of squipmont and
supplies would accontuate.

Operations in the moat critical sectora of the ecomowy, however, probebly
could bs maintained despite Western sconomlic warfare measurss. - The econsuner
gods industides have some capacity which could be diverted to hoavy industry.
Produstion in less important industries could be cut back %o make more supplies
available, Emcept for thoss items imported from Wost Germany, the wuso of sube
gtitutos eannot be developed much further.

s_of Propaxetions fov Har.

The basic oumphasis on heavy industry in the current Pive Yoar Plun invelves
an expension of those industries capable of conbyibubing directly or indlrectly
%o arms production. The typee and quentitles of producers? goods callsd for
by the Plan arc similar to those of 1944, the year of peak meduction during
the war, «

Foods, including grain end meat, are heing stockpiled. About 45,000 metric
tone of cannsd meat, equivalent to 63,000 metric tonz of carcaps moabt, and aboub
1 millior metric tops of grain have been stockpiled, and further expsoalon iw
scheduled. Stackpiles of petroleum products almost sompletely £ill the avelil-
ahle storage space of aboub 1 mlllion metric tons. A stockpile of rubber alse
is being scoumuilated. The USR is preserving the uderground factordes bullt
by the Germens. The production of war moteriel has increased, although to
what extent 1z unknown, No available evidence aonfirms the production of
complate wespomns, but somponent paris for small avms znd heavy weapons, ine-
¢luding tanks, rellirvoad guns, submnrines, and aireraft, ez well as expioslves
nnd ommanitien, ave being mede in substantial quantiiies, Port and shipping
faeilities and the airfisld petwork, vhich is wnder somplete Soviet military
control, are being oxpandad, '

. Thepa ers few indications of immediate preparations for wer and no evidence
of & mobilization of manpower or tramoport fesilities on s wariime baslia «r

of a dispersal of industries, There ars, howsver, indicebions which polnt to
leng~term preparatisn for ware ,
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APFENDIX
TABLES
Table 1
Flanned Qrosa Industrial Production™
1950
1950 Flan Forcent of Flen
(#i1lions of M) ‘ Folfiliment
Hini‘ng . 13 290,0 gg
Hetallurgy 550,0 8
Maching Conatruction .3,660,0 108
Elgctreangineering 1,147.7 o
- Precision, Mechanics, and 389.6
Optics 108

Chendcal Induairy - o
Bullding Materials 88805 _ R4
Wood Procsasing 1,042,0 - 108
Toxtile Industry 2,950.2 338
{mather and Clothing 1,326.0 e
Celluloza and Papex 538.k 22
Lumber ‘ 222.% 980
Graphic Industry 3854 32
Tood Indusiry 3,800,0 z
Power BMQO 1 7

25X1A

¥ Partial table from
10 Sep 1951, po o
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Table 2

National vProduct in East Germany
1936 and 1947-50%

Billions of Reichsmark
(1936 Purchasing Power)

Qroge National Product by Sources - 1935 1047 1948 1949 1950
Industry and Bandicraft L 7ok 3ok L3 5.1 6.0
Dopraciation Applicable to Industsy . :
and Handicraft N 06 o8 _32 "32
Total 8.3 k.0 S.1 6,0 6,9
Ag’l’iﬁ\l}.tﬂfﬂ ‘ i 295 1.5 1.6 1@8 1.9
Services . -’408 Bas ho3 1‘07 ho? '
Deprociation Applicable to
bgriculiure and Services o6 03 5 a5 o5
Indirect Toxes and Fees ' 2.8 3.7 L2  Lo7  Lo?
| ' Total 19,0 13,3 15.7 17.7 187
Add: Net Foreign Contribution ol s - wes wto

Deduet: Reparations and Goods :
D@uwmﬂg sl 200 196 1q6 1-.71

Occupation Cosis and Other

Receipts of Occupation Fowers == 2,5 250 L7 16
Net Available Product 18,9 8,8 121 ol 16,0
Deduct: (ross Investment 33 13 LS 25 3.0

Government Services 3.7 3.0 3.5 L0 kO
Availsble for Private Consumption 11,9  bo5 6.7  Ta9  9:0
Population (millions) 16,8 18,5 18,6 18,8 13,0
Erivate Consumption per Capita 708 243 360  L20 L7k

25X1A ' '

rran g

¥ Talen from | | 10 Sep 1951,
pe Skt Economic Situation of Bast Germeny, 1750, OLi Hopor® Ro. £202,
dated T Aug 4950, : '
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